DEPARTMENT OF THE AIR FORCE
WASHINGTON, DC

Office Of The Under Secretary

JUN 30 1858

MEMORANDUM FOR SEE DISTRIBUTION

FROM: SAF/1AX
1080 Air Force Pentagon
Washington DC 20330-1080

SUBJECT: Reduction of the Standard Foreign Military Sales (FMS) Administrative Charge
from 3 Percent to 2.5. Percent (IAX 99016) (Defense Security Cooperation Agency
(DSCA) memorandum [-08440/99 of 28 June 1999, Subject: Implementation
Instructions for New Foreign Military Sales (FMS) 2.5 Percent Administrative
Charge)

On 28 June 1999, the Deputy Secretary of Defense reduced the standard Foreign Military
Sales (FMS) administrative surcharge from 3 percent to 2.5 percent for all new FMS cases. The
reduction applies to all new lines or cases implemented on or after 1 June 1999.

Reference DSCA implementing instructions, as attached, for the new administrative
surcharge rate. The instructions advise that all cases or line additions in development will be
revised to reflect the new 2.5 percent rate. Cases awaiting DSCA countersignature will be
returned to the MILDEP without action for revision.

The following amplifications are provided:

a. All cases in an offered status are eligible for the new rate (See examples
below):

KS-D-SAM offered 11 May 1999
SN-D-NCJ-MO1 offered 10 May 1999
SR-D-SGZ offered 17 Feb 1999

b. Documents in this category should be accepted by the customer “as is” with a
modification issued within 30 days of the implementation date adjusting the
administrative surcharge to 2.5 percent. In those situations where the customer requests
the document be revised prior to acceptance, a restated case or a pen and ink change may
be processed. DSCA must countersign all documents where the change involves a
reduction in the administrative charge. DSCA must coordinate on all pen and ink
changes.

c. New documents increasing a line quantity will require a new line be added. A
note will reflect application of 2.5 percent administrative surcharge to the new line.
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LOAs in accepted status but not yet implemented by Defense Integrated Financial System
(DIFS) are also eligible for the new rate. The implementing agency will process a
modification adjusting the rate within 30 days of the implementation date.

d. All modifications written to adjﬁst the administrative surcharge will include
the following statement in the document description paragraph:

“The purpose of this document is to;fadjust the administrative surcharge rate in
accordance with DEPSECDEF Memorandum dated 28 June 1999.”

DSAMS Release 5.05 due for release 2 July 1999 (and Air Force implementation 6 July
1999) includes the 2.5 percent rate as the default administrative surcharge. However, the
changes needed to default to the new rate on lines added on Amendments will not be in that
Release. The DSAM PMO is working a solution and is hopeful a fix will be available in the near

term.

Please address any questions to Mr. Lewis Witt, SAF/IAXM at DSN 425-8960,
commercial (703) 588-8960 or email Lewis. Witt@pentagon.af.mil.

< Ty Bt

TERR a/ BATES -
Acting Chief, Policy Division

Deputy Under Secretary, Int'l Affairs

Attachment:
DSCA Implementing Instruction

cc: See Attached Distribution List
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DEFENSE SECURITY COOPERATION AGENCY

WASHINGTON, DC 20301-2800

28 JUN 1999

Tnt renly refer tn-

1-08440/99

MEMORANDUM FOR DEPUTY UNDER SECRETARY OF THE ARMY -
INTERNATIONAL AFFAIRS

DEPUTY UNDER SECRETARY FOR INTERNATIONAL
AFFAIRS - DEPARTMENT OF THE AIR FORCE

DIRECTOR, NAVY INTERNATIONAL PROGRAMS QFFICE
DIRECTOR, DEFENSE LOGISTICS AGENCY

| ‘DI'RECT OR, DEFENSE NUCLEAR AGENCY
DIRECTOR, DEFENSE INFORMATION SYSTEMS AGENCY
DIRECTOR, NATIONAL IMAGING AND MAPPING AGENCY

DIRECTOR, DEFENSE FINANCE AND ACCOUNTING
SERVICE

SUBJECT: Implementation Instructions for New Foreign Military Sales (FMS) 2.5 Percent
Administrative Charge
DEPSECDEF memo dated 28 June 1999 (Aich A) officially changed the standard FMS
administrative rate from 3.0 percent to 2.5 percent. Implementing instructions are hereby
provided (Atch B). Direct any questions to my points of contact, Ms. Sally Liberty, (703) 604~

6567, e-mail: sally.liberty@ osd.pentagon.mil or Ms. Beth Baker, (703) 604-6612, e-mail:

beth.baker@osd.pentagon.mil.
Attachments: MQ A
as stated 5
. . MICHAEL S, DAVISON, JR.
o e  LIEUTENANT GENERAL, USA

DSAMS-PMO DIRECTOR



DEPUTY SECRETARY OF DEFENSE

1010 DEFENSE PENTAGON
WASHINGTON, OC 203Q1-1010

JUN 2 8 1893

MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS :

: CHAIRMAN OF THE JOINT CHIEFS OF STAFF
UNDER SECRETARIES OF DEFENSE
ASSISTANT SECRETARIES OF DEFENSE
GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE
INSPECTOR GENERAL OF THE DEPARTMENT QF DEFENSE
ASSISTANTS TO THE SECRETARY OF DEFENSE
DIRECTOR, ADMINISTRATION AND MANAGEMENT
DIRECTORS OF THE DEFENSE AGENCIES

SUBJECT: Reduction of the Standard Foreign Military Sales (FMS) Administrative Charge
from 3 Percent ta 2.5 Percent -

Refereaces: (3) DoD Financial Management Regulation (FMR) 7000.14-R, Valume 15,
Security Assistance Policy and Procedutes, March 1993, paragraph 070602C

(b) Defense Secunty Coaperation Ageacy (DSCA) memorandum [-99/05958 of
7 May 1998, Subject: Annual Review of Foreign Military Sales (FMS)
Administrative Charge and Logistics Suppart Charge (LSC) Accounts

The FMS Administrative charge is hereby reduced to 2.5 percent for all new FMS
cases and new lines implemented by the USG on or after 1 June 1999,

This reducticn is possible bécause of past actions of the Security Assistance
comrmunity ta reduce FMS management operating casts and properly assess costs to
appropriate charges. The DSCA's financial analyses show a need to further reduce FMS
operating costs to achicve a long term pariry between income and budgets, based on current
sales estimates. Qur challenge is to make other significant adjustmeats to easurs the long-
term selvency of the FMS Administratdve account. :

The DSCA will continue its study and reinveation efforts, pursuing Defense Reform
Initiative (DRI) and Acquisition Reform principles to achicve efficiencies in busincss
practices and reduce redundancies in FMS-invalved organizations, DSCA will annually
review the Administrative and LSC rates, as required by the DoD Financial Management
Regulation, Volume 15, I direct DoD organizations to continue their full support for DSCA's
reform initiatives. '

Ul0354 /99
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Implementation Instructions
for New FMS Administrative Rate of 2.5 percent
Effective | June 1999

1. Background: DSCA has the responsibility to analyze rates for the FMS
administrative surcharge on an annual basis. When DSCA completed its
analysis for FY 1998, the balance of the surcharge account and projections
of future income and expenses indicated a lewering of the standard
administrative surcharge rate was justified. Based on this, the DEPSECDEF
signed a memorandum dated 25 June 1999 officially changing the standard
administrative surcharge rate from 3% to 2.5%. The purpose of these
instructions is to advise how the new 2.5% administrative rate will be
implemented. The DSCA goal is to ensure that the rate change will be
implemented consistently throughout DoD.

2. Scope: The rate change applies to all new cases and to new lines
established on existing cases implemented on or after 1 June 1999, This
date was selected to preclude customers delaying acceptance of pending
documents to gain the lower rate. No exceptions to this date will be
considered.

3. Instructions: Procedures for applying administrative surcharge rates to
documents in different stages of preparation follow:

(Note: A 5% administrative surcharge will continue to be assessed for all
nonstandard lines. Program management lines will continue to be exempt
from any administrative surcharge. Since the percentages applicable to
nonstandard and program management lines are not changing, procedures
for pricing these lines remain unchanged and are not addressed below.)

a. LOAs Implemented Prior to 1 Jun 99. All case lines implemented
pricr to 1 Jun 99 will retain the administrative surcharge in effect at the time
the document was implemented (usually 3%). Existing (implemented) case
lines will not be adjusted to reflect the reduced rate. If line adjustments are
made on future modifications/amendments (i.e., to reflect pricing or quantity
changes), the line will still be priced using its original administrative
percentage rate. The meatment of NEW hnes added to ex1stmg cases after 1
Jun 99 is discussed below, :
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b. LOAs In “Development.” All LOAs which have not yet been
countersigned (or offered if countersignature is not required) should be
priced using a 2.5% administrative surcharge on all standard lines. All
documents currently in the coordination process (either within the military
department or DSCA) will need to be re-priced using the new rate, when
applicable. This may require documents {o be returned to the pricing
activity without further coordination or countersignature.

c. LOAs “Offered” to the Customer. All LOAs which have been
offered 1o the customer (countersigned (if required) but not yet accepted) are
eligible for the new rate. It is recommended that these LOAs be accepted
by the customer as written. Within 30 days of implementaticn,
modifications to these LOAs shall be processed by the military departments
adjusting the standard administrative rateito 2.5% on all applicable lines. If
the customer prefers that the rate be changed prior to acceptance, the LOA
may be restated with the new rate and re-offered to the customer or a pen
and ink change may be processed to document the changes. All case
documents, restatements, and pen and ink changes adjusting the
administrative surcharge rate must be countersigned (coordinated in the case
of pen and ink changes) by DSCA.

d. LOAs in "Accepted” Status. All LOAs which have been accepted
(signed by the customer but not yet implemented in the Defense Integrated
Financial System (DIFS)) are eligible for:the new rate. Upon receipt of any
outstanding initial deposit requirements, DFAS-DE will implement these
cases as written. A modification shall be:processed by the military
department adjusting the standard administrative rate to 2.5% on all
applicable lines. The modification should be completed within 30 days of
implementation and must be countersigned by DSCA.

e. LOAs “Implemented” On or After 1 Jun 99. There may be some
LOAs which were implemented on or after 1 Jun 99 with the 3% surcharge
rate applied to standard lines. The military departments shall process
modifications on these cases to adjust the administrative surcharge rate to
2.5% for applicable lines. The modification should be processed no later
than 30 Jul 99 and must be countersigned by DSCA.

f. Amendments/Modifications Adding New Lines to Existing
(Alreadv “Implemented™ Cases. Itis possible for amendments (and
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modifications in rare circumstances) to be processed to add NEW lines 1o
existing cases. If an amendment or modification includes a new line(s):

(1) Any amendment currently in “development” (not yet
countersigned or offered if countersignature is not required) should be re-
worked to use a 2.5% administrative surcharge for any NEW standard lines.
Any documents currently in coordination or submitted to DSCA for
countersignature will be returned to the pricing activity for these changes.

(2) Any modification currently in “development” (not yet
signed by the military department or countersigned (if required)) should be
re-warked to use a 2.5% administrative surcharge for any NEW standard
lines. Any documents currently in coordination or submitted to DSCA for
countersignature will be retumed to the pricing activity for these changes.

(3) Any modification which has already been signed by the
military department and countersigned (if required) but has not yet been
implemented by DFAS-DE in DIFS, is also eligible for the 2.5%
administrative surcharge assessment on any NEW standard lines. Within 30
days after DFAS-DE implements this medification, the military departments
shall process another modification to adjust the administrative rate on any
applicable lines. The modification must be countersigned by DSCA.

~ (4) Any amendments which have been “offered” to the
customer (countersigned (if required) but naot yet accepted) are eligible for
the new rate on any NEW standard lines. It is recommended that these
amendments be accepted by the customer as written. Within 30 days of
implementation, modifications to these cases shall be processed by the
military departments adjusting the standard administrative rate to 2.5% on
all applicable lines. If the customer prefers that the rate be changed prior to
acceptance, the amendment may be restated with the new rate and re-offered
to the customer or a pen and ink change may be processed to document the
changes. All case documents, restatements, and pen and ink changes
adjusting the administrative surcharge rate must be countersigned
(coordinated in the case of pen and ink changes) by DSCA.

(5) There may be amendments and modifications which were
“1mplcmemed' on or after 1 Jun 99 that included NEW standard lines priced
using the 3% administrative rate. The military departments shall process
medifications on these cases to adjust the administrative surcharge rate to

e
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2.5% for applicable lines. The medification should be processed no later
than 30 Jul 99 and must be countersigned by DSCA.

4. Additional Infermation:

a. We recognize that there may be a temptation for lines to be deleted
and re-added to take advantage of the reduced rate. Documents requesting
elimination of a line followed by an amendment to add the same type article
or service will not be allowed.

b. All documents written to adjust the administrative surcharge rate
will include the following statement in the document description paragraph:
“The purpose of this document is to adjust the administrative surcharge rate
in accordance with DEPSECDEF Memocrandum dated 25 June 1999.”

¢. It is recommended that documents processed to adjust the
administrative surcharge rate be written as stand-alone documents. This will
make tracking easier. If, however, other changes are in-work, they may be
included on the same document. Even if documents include multiple
changes, the statement required in paragraph 4.b. above must still be
included in the description paragraph.

d. Effective immediately, a note will be included on all LOAs,
amendments, and modifications which identifies the administrative
surcharge rate being applied to each line. A sample note should read as
follows:

“An administrative surcharge of 3% has been applied to lines
001-010. An administrative surcharge of 5% has been applied
to line 011. An administrative surcharge of 2.5% has been
applied to line 013.”

In the above example, line 012 is a program management line which is
exempt from the administrative surcharge and therefore not included in the
note. Line 013 was included on this case and implemented after 1 Jun 99.



DISTRIBUTION LIST:

ACTION:

AFSAT/CC

315 J Street West

Randolph AFB TX 78150-4354

DFAS-DE/ID/IRCA/MX/IF
6760 East Irvington Place
Denver CO 80279-5000

HQ AMC/FMP
402 Scott Drive, Unit 1K1
Scott AFB IL 62225-5311

HQ AMC TACC/XOOK
402 Scott Drive, Unit 2K1
Scott AFB IL 62225-5363

ANGRC/FMBO
1411 Jefferson Davis Hwy
Arlington, VA 22202-3231

HQ AFMC/IA
1822 Van Patton Drive
Bldg 210

Wright-Patterson AFB OH 45433-5337

HQ ACC/DOTS
205 Dodd Blvd, Suite 101
Langley AFB, VA 23665-2789

HQ PACAF/XPXP

Security Assistance Office (SAO)
25 E Street, Suite F207

Hickam AFB HI 96853-5417

HQ USAFE/LGXI
Unit 3050, Box 105
APO AE 09094-0105

ANG/XP
1411 Jefferson Davis Hwy
Arlington, VA 22202-3231

"NGB-ZI

1411 Jefferson Davis Hwy
Arlington, VA 22202-3231

CPSG/ZSP,
230 Hall Blvd, Suite 202
San Antonio TX 78243-7057

HQ AFSPC/XPIP
150 Vandenberg St, Suite 1105

Peterson AFB CO 80914-4620

SAF/FMBIS
Pentagon, Room 4D223

 SAF/GCI

Pentagon, Room 4C941

SAF/IAD

SAF/IAE

SAF/TAL

SAF/TAM

SAF/IAP



| SAF/IAQ

SAF/IAS

- SAF/TAW

cc :AFAAO

AFSAC/NP

1822 Van Patton Drive

Bldg 210

‘Wright-Patterson AFB OH 45433-5337

AFSAC/OMFP

1822 Van Patton Drive

Bldg 210

Wr1ght Patterson AFB OH 45433 5337

DISAM/DMC

Bldg 125

2335 7th Street

Wright-Patterson AFB OH 45433-7803

Please review this distribution list to ensure correct offices are included. If your
office no longer requires information on security assistance policies and procedures,

- please contact Lewis Witt, SAF/IAXM, emazl ewis.witt@pentagon.af.mil 5o the
distribution list may be updated. ,



